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around the wérldQ:Wherever' 0}‘

s k

turns,

presseéd to satisfy the food réquireients
of their growing popilations has‘in-
creased dramatically in recent years.,

‘Inconelustve recomréndations, ’ill—/pr‘b_- ]
pared proposals, and short-term solu
tions for curbing worldwide hunger sev-

. erely tax the capability of food-export-

ing nations to arrest the “food deficit
spiral,” A coherent international food
pblicy will reqiiire the bést efforts of con-
cerned  citizens eéverywhere, For the
steady pace of transition is slowly creat-
ing an era of global food dependency on
s handful of grain-exporting nations—
nations which have little confrol over ad-
rvésting

condifions, T 7
“This summey’s drought in the Nation’s

: Miilw'jes_t ‘Corn, Belt provides an example

of the shock wave which can be sent

_through the international community

when crop forecasts in the United States
fall pelow earlier encouraging predic-
tions. The untimely loss of significant
gmounts of grain will probably result in

higher prices and possible shortages here

“in the United States and a limiting of

. the year

grain exports to nations which have come
to rely on our country to help overcome

- food shortages.

“What is_taking place in many coun-
tries today foreshadows greater food-
related dangers which are inevitable in
‘ ahead, As we experience a
deterforation in the natural balance be-
tween man and food sources, it will be
necessary to focus greater attention on
posstble remedies to the danger which
food shortages efitails so that we may
qvercome this challenige which threatens
the welfare of miltions of people. If we
afe to arrest this epidemic of hunger, the

" gllegiance of the sclentific community

will be of paramount importance.
-: Mr, President, the New ¥ork Times

‘recently contained an informative article

pn the role which computer technology

‘e play in determinging the scope and

nature of International food problems.
The application of computer systems
analysis offers exciting means which can
Be used to explore new avenues of food
prodyction. Other téchnological and

‘gelentific advances In the field of food

reseabch are a hopeful slgn in  this

- unexplored area requiring our constant

attention, I ask unanimous ¢onseént that
the New York Times article be printed
D, ;e . i

ng no_objection, the article
0 be printed in the Recoro,

plex than that of assur-
ipply to the peoples of
to co ’

pditions in some parts
g the problems fo the
the analysis of inter-
e begin to apply their
mputers in Feh

they ‘emphasize, Will dépen
ig those key factors that will control
ome and, not unexpectedly, they have
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found that curbing

R

i

ulation growih is by
far the most vital elers-nt.

One projection, In fact, suggests that, it
this is not done scon :nd with special vigor
where food supplies.ure already short, mass
starvation by the en: of this century 18
inevitable, )

This has emerged {om an international

\.effort at computer snalysis of all factors

elieved to bear on fo«:l production and pop-
ulation growth over =i next half century.
The analysis indicate. that, unless births in
Sm:\h Asia are brou down to the death
rate I'gvel within a few decades, half & billion
childreéyy will die between 1980 and 2025.
TRENDS ARJ PROJECYED
The and]ytical methnd consists of develop-
uter “mesel” that can project
ulating the interactions of all
to deicrmine the direction of
“such trends. % .

Those personk respcnsible for the model
that projects m: starvation, unless popula-
tion is drastically, c:-bed, emphasize that
thelr motive is to“iicontify meapurss most
likely to avoid such n catastrophe, rather
than to make “doomstiay” predictiors.

They are mindful at in the pest such
projections have beer: gbgsicized on g variety
of grounds—notably =iaththe models did not
take into account the “coymon seénse’ reac-
tions of humanity t~ situhtions that obvi-
ously call for changer: %

Other long-term pi+jectionk indicate that
total world food prod-iction will remain ade-
quate, at least for a cdecade or tyo, assuming
that the problem of gotting foo from sur-
plus-producing court:les, like e United
States, to hungry lan<: can be golv On thils
score, however, theré i» not much optimlsm.

It is expected thnt the countrld most
in need of food to awv=rt famine will e the
least able to pay for it. SBome projeciiohs set
.the needs so high t0iat they could be‘met

z=d countries glaughter

er their living standa-is.
“BVER-NCRM 1" GRANERIES

Oné proposal oy averting famine 13 setting
aside bumper crops o cover the needs of
lean years. Such a proyosal for “ever-normal”
granaries to be discussed al the United
Nations World Focd ('onference in Rome this
November.

It is likely, howeve:, that such granaries
producing countries,
uestion of who would
pay for the relief shipments.

Some projections e vision such wldlespread
famine that a form i “national tringe” will
be necessary. Triage is a term of French
origin (rhyming witi: camoufiage) that re-
fers to a procedure fci sorting battle casual-
ties.

Normally, the purp

cse of triage 18 to min-

* imize deaths by foéusing medical attention
* on those who can onl+ hé saved by immediate

attention. It denies :uch attention to those
- fated to die, regarcioss of efforts to save
. them. L .
“National triage” would direct limited
avallable relief resov:rces to those countries
best able to use ther: effectively.
' The posklble need for such measures was
predicted as early g= 1987 by William and
Paul Paddock in tioir book (widely dis-
counted at the tin¢) entitled, “Famine-
19761 One of the Fuddock brothers is an
Jowa agronomist arc the other a retired
Foreign Service Office:. ’
National triage is iveated at length in a
study nearing compie:.ion af the Massachu-
setts Institute of Te.inology. It deals with
I : pitarian Foocl Relief”
and is belpg drafted by Dale Runge of the
System Dynamics Givup led by Prof. Jay
Ww. ¥orrester.” = ' ’
Tts concluslon, in = sence. iz that food re-
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lief—if it promotes furthexr’ pop’iﬁa’ﬁnn
growth in the relleved area and denies food
to those elsewhere committed to population
control-—can be ‘“unethical.”

As the world food situation has approached
a crisis state, there has been a proliferation
of efforts to look at it from a “systems”
point of view—that is, to look at it in terms
of all the interacting factors. It is argued
by some experts that so many factors inter-
act to determine the food supply in any one
reglon that only a computer “model” of those
factors can make even remotely reliable
projections.

Thus, in a telephone interview last week.
Dr. Howard Raiffa, head of the International
Institute of Applied Systems Analysis near
Vienna, said that, if abundant energy were
available, there would be no major food
problems,

Energy can be used to produce fertilizer.

"It drives tractors, harvesters and other farm

equipment. It turns the pumps used for
Irrigation in many hungry lands—notably
South Asia. It moves food from surplus to
needy regions. And it can be used to de-
salinate water and make the deserts bloom.

But the world's energy supply is limited
by a complex of factors including fossil fuel
reserves, economic and environmental con-
siderations, and constraints on the develop-
ment of nuclear power or more exotic energy
sources.

As growing world population has placed an
ever heavier burden on food-production
has become increasingly energy dependent.
The outlook for future food supplies has
therefore become inextricably entwined with
the energy picture, which itself is a classic

.. "systems” problem.

The International Institute of Applied
Systems Analysis, which set itself up last
year in a palace outside Vienna was founded
on joint American-Soviet initiative. Its as-
signment is to apply the techniques of oper-
ations research—originally developed for
strategic and big~business declsion-making—
1;(; such problems as the world’s energy sup-
ply.
Before taking over as its director, Dr. Raiffa
was professor of managerial economics at
arvard University.

MANAGEABLE ISSUES

'he institute decided, initially, t¢ avoid
tak\ng on problems that involved the whole
d system,” concentrating instead on

eemed more manageable Issues, such
as walgr resources and energy. The problem
supply, linked as it is to delicate
of population control and econom-

is fall a meeting will be held
-to assess what can be done
m bearing on the food situ-
ation. Furthermore the institute recently
devoted one wt to assessing the world
modeling effort that has led to some of the
most alarming predictions.

- The world effort, own as the Mesarovic-
Pestel Model, was devised by Mihajlo Mes~
arovie, director of theé\Systems Research Cen-
ter at Case Western serve University in
Cleveland, and EduardiPestel, director of the
Institute of Mechanicg at the Technical
University of Hanover \in West Germany.
Maurice Guernler, Frencl specialist in prob-
lems of tropical agronomyy collaborated.

THE CLUB OF ROME

They present a summaryof their findings.
with particular relevance South Asia. in
the July-August issue of the UNESCO Cou-~
rier, journal of the United Nations Educa-
tional, Scientific and Cultural Organization.
Their efforts have been carried out under
the ‘auspices of the Club of Rome, an inter-
national organization of “scientists, indus-
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-
triniists and edunomists formed in Rume i
1864 R
ne “clud” seeks to apply medern tech-
niques of business mansgement and systemns
analysis 1o the more threageniog glcbal prob.
lems. I$ promoted the study, carried out ai
MJI.T. by Dennis L. Meadows of Dr. Horres-
ter's group, that resnlied in the 1672 repor:
entitled “The Limits to Growth."”

The Iatter was criticized in some Guarters
a8 a simplistic analysis of world trends, based
on generallzations with Little meaning ior the
real world,

According to Dr. Meadows, now at Dart-
mouth College, a detalled explanation of the
eomputer model that led to the reporst will
be published under the title "Dynanucs of
QGrowth in & Pinite World.”

BID TO MEET CRITICISM

The Mesarovic-Peste! Model is an aitemp:-
to mset some of the criticisms leveled at the
Lunits to Growth study. The data relating
to food, fertilizer, energy, population and
other factors on which 1% 1& based are storec
in computers in Cleveland, Hannover and
Grenoble in France. These can be interro-
gated by telephone from anywhere in the
world,

Two years of work by a large tewmn of
specialists went inio the study, according to
the Courier account. Financial support was
provided by the Volkswagen Foundation,
which hes long alded Club of Roine effurts.

Because issues affecting the “world prob-
lem complex” tend 0 be regional, the nraly-
8ls has been done In terms of 10 large regions.
In each of them, 87 age groups are consid-
ered. The local diet is defined In torms of 28
varleties of food, and the model alzo takes
into account effects. on the population of
protein deficiencies  arsing from wvarious
shortages. :

The model makes it possible to tewt the
effects of various attempts to avert mass star-
vaticn. One such “scenario” envislons a pop-
ulation policy in South Asla that 50 years
after its initintion in 1978, would reduce the
birth: rate to match the death rate.

N®ED FOR GRAIN IMPORTS

Because older people would survive wuile
the younger ones were reproducing, popula~
tlon would continue to grow for several more
decades. The only way to feed the resuiiing
population of South Asla, according to the
analysis, would be to import more grain than
the most optimistic predictions for ths en-
tire production of all northern countries.
 Bince this is unlikely, according to the re-
port, “the catastrophe would start somotime
in the early ninetsen-eighties and would
reach its peak around the year 2000, when
deaths reiated to food deficit would more
than double.

Atter that, the report says, the popula~
tion would be 80 cut back that deaths from
starvation would begin to decline. MHovever,
the cumulative total, by 32023, would come
to some 50 milllon. The repart continucs:

“Starvation would not be limited to 1so-
lated small sress from which people aould
escape, but would. extend its s
over vast regions inhabited by hundreds of
rafilions. The peopulation would be trapped
and their would be po fertile arcas to go o
a8 the recent events in seml-arid Africa have
so tragically shown.

“There is po historical precedent for th
kind of slow, inexorable destruction o?
population of entire regions which at
peak were inhabited by zeveral
people.”

In s mors optimistic scenario, by
group, & reducltion of births to a opfe-for-cne
level is envisioned in 25 to 80
than in 50. The excess pop
then be considerably less, ar
tion might be averted
tmports.

wide sturva-

IMPORTS AND INVESZMENTS

However, for Bouth Asta $0 bs capable of
such imports, the region must develop ex-
port industriss. To that end, Dr. Mesarovic
said in & recstt interview, the ndustrisiized
nations. betweon now and 2020, will haye to
mnaks capital Investinents in the areq totaling
200Ut 3300-billlon.

it is slgnifeant that South Asis was chosan
{ur Lbis prognosis, rather than Afrioa, where
population density is not 80 jevere and where
some residents suspect demands from the
uorih for population control are racially ia-
spired. 'The same issue of the UNESCO
Courier carries an article entitied “Palse
Propiets of Doom,” attacking the nuumbers
guwne’ carried out by men and machines in
iupre advalced countries,

Its author is Maaza Bekels, an Ethiopian

Teducator. who points out that whereas

Afriea, in 1650, was home for 20 per cent of
the world population, today it accounts for
9 or 10 per cent octupying a littls more
than 20 per cent of the world's Iand.

African=, he writes, rmust achieve thelr
“true potrntial” befors putting severe brakes
on population growth. Indeed it is widely
belteved that no form of voluntary control
can he achlioved untfl s society has Become
sufficiently stable and affuent to offer se-
curity to tts eitizens in old age. Until that
comes, producing capablé offspring 8 the
only hope of such people for security.

THE LAND PROBLEM

Cne problem, however, as noted by the
Puddocks, is thbat the United States and
Cangda account for 237 per cent of all
culilvated land in the world. Yet, for exam~
ple, South America, with & comparable
population, lias only 6.5 per cent. Other
analysts point out that, while more South
American land could be brought under
plow, eariler hopes for culilvation of tje
Amazon Basin no longer seem very promigfng
in that much of the land is unsultably for
sultivation,

There wre a varlety of dissenters frghn tha
ashool theat beliaves ip elsborate nputer
madeling and analysis of world ohlems.
Thiere 18 the “garbage In-—g hge out™
sanoed Lhnt believes poet of the data put
inw the snalysis are so unroligfle that t
rexults have litile meaning.

3oine would prefer & mucly simpler com-
puter analyais, using oy what seem deter

Lirely, reiving on intuitigh
experience; or blackbo
Thus, five years ago
partment of Agricad
Wvely sunple compu, progeam to predict
American narvests sf weil as demands by the
iess~developed .cowdtries for American grain,
its iong-term were thrown off
y such unf n developments as the
nuge Soviet Chkinese graln purchases of
recent Ves! fersiliver shorgages resultin:
irom fuel 3 $ations, aixl droughts like that
wtdoh b Africs.
AMERICAN CROP LAND
dinz to Dr. Quentin M, West, direc-
the Agriculture Depnriment's Foo-
: h Service. 28 miillion acres of
ufized Ameriean crop land were put back

to produsction in 1973 and by 1985 27 mll-
lon more acres should have been added to
thiz figure. As a result, in the next 18 years
corn crops could grow 25 per cent and soy-
henn yields, 20 per cont.

“Our projeciions,” he told s meoting last
April, "suggest that the United States could
meat nearly all the world's inereased
derpand for coarse grains,” through 1985,
However, hie said, poorer natlons may con-
tinue to depend on food donations that will
not always be forthcoming. o

“In this conpection, we 30 no easy solu-
tion 10 the agonising groblem of iocalised
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f3%alne In this otherwise Increasingly pros-
peous world.”

lester R. Brown of the Overseas Develop-
ment Counctl, who has long specializedt in
sit-h progroses, makes far less optimistic
predictions. In a book entitled “By, Bread
Akwne,” to be published by Presger tHis fal),
he and his colleague Erik P. Eckholm fpredict
thot starvation may sirike “millions, erhaps
te: 2 of millions.”

. REORDERING PRIORITIES

-+ fundamental change in the yorld situa-
t16 1, they say, calls for a reordering
ican priorities. With countries/like the So-
vie: Union periodically depefident on the
efll siency of American farmerg

United States,

* It is becoming more
they say, “to justify
Uk. giobal military expenditures.” Profligate
oot sumption of energf by the Industrialized
cot ntries, they add, Ymn

ficll the Brookings Institution

pfun studies of world food pros-

pects for Ahe remainder of this century, A

corputef model with limited inputs is being

used.

¥ ar)
no

results of these studies have led to
ctions of severe global food short-
before the year 2000, although local
€8 may occur like that assoclated with
drought and southward march of the
Sal ara.

che ckedl relatively soon.,

4 mong other efforts to project future food
neeis 13 a computer program of the Food
ane Agricultural Organization of the United
Nations in Rome. It was Initiated fn the
ninsteen-sixties as an “indicative World
Pia'1,” directed primarily at crop yields and
maements of foodstuffs between nations,

According to specialists here its pubtished
fint ings have run into dificuliles when they
ciatbed with national findings that sought
to }-aper over unfavorable statisties. A more
sop:sticated model is sald to be in prepa-~
ratisn for the Rome meeting. )

A nong programs just getting under way
in *his country are one within the Federal
acie ace advisory apparatus under Dr. H, Guy-~
forc Stever, head of the National Science
PFoandation, and another under Congres~
slopal Office of Technology Assessment,
hea jod by Emilio Q. Daddarlo,

o —
THE U.S. ARMS SALES PROGRAM

Mr. NELSON. Mr. President, on
June §, 1974, when amendment No. 1399

to tae mﬁ-‘m&ﬂ-zst%m&t was Intro-
duead, I pointed ou the Senate that
1973—the most recent figures
ava.lable at the time—the United States
8018 $3.3 billion worth of military goods
angd services. That figures represented a
qua {rupling of the fiscal year 1970 total
of £926 million.

A: the time, fiscal year 1974 sales were
estinated to be in the neighborhood of
$46 biltion. Since that statement was
deli rered, however, two very fine articles
hav: appeared updating the extent and
impact of the U.8. foreign military sales

DIQ; am,

’ Approved For Release 2005/07/20 : CIA-RDP79-00957A000100040041-1



T

T

heshe Gelb. reported in the July 10
‘N’ York Times that in

100 percenf. over. prévious

1 is much more than any

of the eTperts in or out of the Govern-’
ment had expected.

In the Washington Post outlook sec-
tion of August I, Andrew Hamilton, &
former National S, urity Courici] assist-
ant to Henry Kissinget ssed five
major aspects of the burg:
sales program of the United States;
(1) Much of the new “wealth of developing
nations is paying for non-productive milltary
equipment at inflated prices at'a time when
more than a Blllion people face starvation
because of Inadequate food supply and dis-
tributjon.

(2) The siles have created 1 hew ‘reglonal
arms faces, thus boosting demand for more
arms and contﬂ‘buting to the risks of war—
and’ of ' great power ~conffontation—in

" unstable areas like theé Persian Gulf,

‘out an

¢8) For the first time, the United States
e selling its mdst advanced, mdst expensive,

and most highly classified “conventional

wea.ponry and electronice techiiclogy.’

-¢4) The danger exists that the buyers, to
pay for U.S. ahd otlier modern weapons, will
be tempted to further increase raw material
prices, which in the long rin could wipe
advantage from arms sales and
intensify worldwide inflation.

- ¢6) Despite the diplomatic and économic’
risks involved, the Key decisions behind the’
new rise In 'U‘ 3, arms exports were made by
President Nixon without consulting or even
informing Congress

Former Defense Secreta,ry Taird n a
recent interview in Porbes magazine
said;

To me the ost important agT sment that
can B¢ worked out in the next four or five
years is to involve the Soviet Union, the
United Stafes, and all other a.r:;rm-producing
countries to limit the sale’ and delivery of
convehtional milftary equipment into  the
Middle East, Southeast Asia, Latin America,
and A,rrica

My amendment is an effort 1{:0 advance
the United States in this direction. The .
Senste will soon be considering this pro-

" posal, which would submit all sales of

- vorable consideration of thi.s,

~

$25 million or more to a congressional
veto. The amendment passe& the Senate
last year, but was removed in conference
along with most . of the other Senate
provisions.

"Fhe Gelb and Hamilton articles are an
urgent commentary on the need for fa-
egislation.

Mr, Presgident, I ask unanimous con-
sent ’éo have both. i

were ordered to be printed in the RECOPD
a5 follows:
[From the New York Tlme July 10 19741

sold some
vears that

ing to ofﬂcia.l Pentagon estimé.te 2
The bulk of American arms

vide free arms--went

gt

5t13, 1974Approved Fgommmm, ~(E(OREQDPS’BMA957AOOO100040041 1

billlon went to the M- 'dle East and the Per-
sian Gulf area. This tc ¥ :1 does not inc.ude the
$1.5-billion in arms piovided Iree of charge
to Isreel plus several ::illion dollars in arms

. -grants te Jorden end ‘ebanon.

While the Unlied States remalins the
WOﬂd s leading ayms ~upplier, other nations
are also selling more.

SOVIET, 50Li: $2 BILLION

Pentagon estimeter ‘or arms sales in 1973
show the Soviet Uniy:. with over $2-billion,
its East European al
lion and Americai all’: § with over $2-billion.
These flgures are all rxpected to be higher
for 1974, but official -~stimates are not yet
available.

Soviet arms saleg—

“fogcow does rot pro-

mainly to nasions in
the Middle East such as Egypt, Syria ahd
Irag .

Arms control exper '3
estiate that world e arms sales in the
nineteen-seventies t::8 far have about
equaled total arms salos for all of the sixties,
even discounting for ‘naflation.

The goal of the Fsnerican program, ac-
cording to Governmu sources, has been to
pile up ballance-ol-priment dollars at least
::fense and diplomatic

in the Goverhment

requirements,,
WITHOUT Pt ICY REVIEW

The Increase in Am#rlcan arms sales, Pen-
tagon and State Denartment officicls sald,
has taken place wiff.out a. policy review of
the program and with decisions on specific
contracts made on an =:1 hoc basis.

" By law, Congréss authority only over
arms salea covered by Defense Department
Bales credits and cre:lit guarantees, about
15 per cent of the !.tal. Congress has no
volce and little kncowledge of 85 per cent

r Baudi Arabia. Sales
modern aircraft, the

arouhd 8'700 milifon
to the area includert

F-4, FP-b and F-14, plus helicopters and

various types of missiies.

The F-14¢ is a lons -range, high-rerform-
ance alrcraft firing ‘e most modern mis~
glles and is just now coming into use by
Amerlcan forces. Ths cost of one F-14 to

the United States is sbout §20-milion. Its

cos} to other nationg s somewhat higher.
_In adc‘lmon o 1 large sales 10 Iran,
Tsrael and Saudl Ar:':da, there wers about
$100-million to Kuw=zii, several milllon dol-
lars to the United Arib Emirates, l.ebanon
and Jordan as well 3@ Pentagon-sponsored
cash sales and commer “1al sales.
BXIMBANE 17AN TO IRAN

Im & recent report o Congress, the Ex-
port-Import Bank rejirted that the Penta-
gon had arranged the bank to provide
a direct long-term: @:w-interest credit to
Iran of $200-million 14 1974 “for exports of
defense articles ansi services™ Iran has
earned billions o' ira American dollars
28,
James R. Schlesinger
recently described lic sales progrart in the
Middle East as an siempt to “strengthen
daterrence and pron..te peaceful negotia-
tong by helping our friends and -allles to
ma!.ntad)l adequate
own.,”

He added the nwg o match Soviet arms
:gleil and to mainta:i. “coptinuing access”

o

Other omclals bpe.;. of the program iIn
the Middle East more .a terms of maintain-«
Ing the American ajp. 3 industry and labor
market and earning balance-of-payments
doliars, a,galnst the g high deficits created
by the eurrent price ¢; oil,

Several officjals <ite.. a directive by Presi~
dent Nixon, dated D« : 20, 1873, to estab-
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11sh an mterdepartmental committee on ex-
port expansion, as giving full approval to
an open-ended arms sales effort.

OTHER POTENTIAL SELLERS

All the officlals Interviewed said that if
the United States was not willing to sell
arms, other nations should. Some said there
had been an influx of European sellers into
the = Latin-American arms market while
‘Washington restrained its sales.

Meany officials noted an ambivalent Con-
gressional attitude toward the sales pro-
gram. ¥or years Congress has urged an end
of free arms grants and wider sales programs.
Now that this is being done, Congressional
committees have begun attacking the sales.

In last year’s report, the Senate Foreign
Operations Subcommittee stated: “We must-
visibly deny ourselves the short-range ad-
vantage of military equipment sales as a
step toward de-escalating the bundup of
military facilities throughout the world.”

‘While there has been a sharp rise of Amer-
ican arms sales to the Middle East, sales to
other parts of the world have remained rela-
tively constant. The 1974 totals were: East
Asia and the Pacifie, $320-mlilion, Western
Europe $655-milllon; Africa $35-million;
Latin America $220-million. These do mnot
Include commercial sajes.:

PROJECTIONS FOR 1974-75

Projected sales for the current fiscal year,
according to Pentagon estimates, will be
$650-million in Pentagon credit sales and
guarantees of private sales, $3.3-billion In
Pentagon-sponsored cash. sales, and about
8615-million in private commercial sales, for
& total of nearly $5-billion.

‘The American arms are sold by thousands
of civillan and military attachés and ad-
visers. They tell prospective customers what
13 avalla®le and find out what the customers
want. At the center of this network is the
Defense Becurity Assistance Ageney In the

" ‘Pentagon, now headed by Vice Adm. Ray

Pest.

Saleamen from this agency coordinate all
activities, arrange for various kinds of fi-
nancing or cash sales, and close the con~
tracts.

At the Stalte Department, the Office of
Munitions Control is in charge of licensing
arms exports for commercial sales and for
Pentagon credit sales, but not for most sales

. under the cash program.

Policy-level officlals from the Treasury and
Commerce departments are involved in cer-
tain phases of the arrangements as are policy-
level officials in the Pentagon and State
Department.

[From the Washington Post, Aug. 11, 19741
' UNCLE SaM, ARMS DEALER
(By Andrew Hamilton)-

The Merchant of Death, that international
arms salesman, was a sinister figure in the
public mythelogy of the last generation. His
rattlesnake eye glinting, a dry rattle in his
voice, he plotted to set nation against nation
for the sake of profits and a. certain perverse
delight in destruction.

Hew as a melodramatic villain, a figment
of hetween-the-wars romance, the cld-fash-
loned European armaments Kking filtered
through Erie Ambler and Graham Greene,
but his place In the world was long ago
usurped by anonymous bureaucrats. From
whatever imaginary place he watches the
world, his imaginary eye must be glinting
agaln with cold pleasure, for hls successors
are making up in business volume what they
lack in style.

The world arms trade 18 flourishing as
never before, up 50 per cent since 1970. Viet~
nara and the Arab-Israell wars account for
only a part of this spurt. Of equal or greater
significance is the fact that once poor na-
tions of Asia, the Middle East and Latin
America have become avid consumers of
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arms, And industrial nations, both Western
and Communist, are racing each other for
sales and the influence they are suppossd to
bring.

Conflicts are also flourishing, with more
than a dozen wars, near-wars, border clushes
and shattered truces in the last four years
alpne, not to mentlon numerous internal
uphenvals in which arms played a dominang
role. These wars snd revolutions pot infre-
quently lead to mew orders for mlilitary

ment. The United States sold or gave
more than 82 billion 1 arms to Istael follows
ing last Gelober’s war, while the Soviet Union
generously resupplled Egypt and Syria.

Governments which supply arms some-
times argue that thefe i a beneficial, even
an sltrulstic side to the arms trade. Sup-
pliers, they say, galn Influence with recip-
fents and therehy can promote the peaczeful
resolution of conflicts. In the grandliose words
of the most recent report to Congress by the
UB. Defense Becurity Asslstance Agency,
“Security sssistance is an instrument of na-
tional policy which, If put to full use can
effectively expedite the transition from the
Cold War confrontation of the past toc the
gencration of peace established by the United
Btates as its goal for the future.” Arms trans-
Ters, according to this statement, promote
“cooperation and partnership” with recip-
fents and are “conducive to restraint.”

‘On July 18, spurred by a military govern-
ment in Greece crifically dependen’ on
American milithry aid and political support,
officers of the Greck Cypriot national guard
deposed the president of Cyprus, Archbishop
Makarios, and precipltated s continulng
orisis. On July 20, Turkish {roops in Aneri-
can uniforms and carrying Amerlcan wespons
invaded Cyprus from American-made alr-
oratt, and helicopters and ships carrging
American-made trucks snd tanks. They were
supported Ly a navy and alr force equipped
and nrmbd By the United States.

‘When, next day, Oreece began marshaling
1ts American-equipped army aboard Amperi-
can-bullt landing craft for a counter-inva-
slon, there was imminent danger of war
between two nations whose military es-
tablishments. were largely made In the US.A,
While Washington did at last persuado the
Greeks not to attack, it had falled either to
restrain either the coup agalnst Makarlos or
the Turkish fnvasion.

Conflicts between nations with the same
suppliers are becoming common. Indlan and
Pakiatan fought each other with American
eduipment in 1871. In the Middle Enst, Israel,
arméd with American, British and French
weapons, faces Arab nations armed with
-American, Biitlsh and French weapons. The
grip which the suppliers have on these cllenta
is & tenuous one. And the more source of
supply & nation can draw upon, the less de-
pandent it becornes on any one supplier, and
the less Bubject it 1s to restraint.

LOTS OF COMPETETION

A new world arms market—a buyer's mar-
kot—1is taking shape. It grows out of the
mixture of new wealth and old reglonal rival-
ries, and is fed by competition among more
than s half-dozen suppliers of modern mili-
tary equipment. These suppllers Inciuds the
United States, the Soviet Unlon, England,
France, Weat Germany, Poland, Czecho:Jova-
kia and Sweden.

‘This new market for arms is domliated by
the United States, long the General Motors
of “the srms trade. In the past fowr years,
foreign orders for U.8. military goods bave

roached $20 billion (not counting another

billion in giveaways, mostly to Israel and

Vietnamj. This adds up to more than the

United Btates s0ld in the previous two deg-

from 1880 to 1970. Orders for U.8. weap-~

ons in the last 12 months alone excoeded 38
bifilion.

Several striking aspects of these develop-
nirat. desiand far cloeer scrutiny thenr they
nave recelved. )

First, cash sales noske up » high percentage
of thae new weapons trade. The U.S. shars
wlone has bHeen more than $18 billion since
1871, Much of the new wealth of developing
urijons is paylng for nox-productive military
cgulpment at infiated prices st & time when
ore than a billion people face starvation be-
cause of inadequate food supply and distribu-
fwn, The funds invested {a weapons, I
Lzifted to agricuiture, would help alleviate
e wosld food shortage.

Second. the saies bhave created new re-
wlopa. arms races, thus boosting demand
Led auore wins and contibutlpg to the risks
of war-—nnd of great power confrontation—
i1 qastable areas lke the Pecjlan Gulf,

ihird, the character of the sales hus
Casbgoed. o longer 13 tne world arms {rade
iunited W second-hend, sbsolescent weapons.
por the fitst time, the United Btates is selling
i most advanced, most expeasive and most
I:ighly classified conventional weapouory and
cloctronics technology. Iran, the major cus-
lotaer, will got more weapona simultaneous
with vbeir dellvery 10 U.8. forces, and hag en-
tersd wito co-production arrangements with
cetinin U.D. arms manulacturers.

The United States & exporting weapons
which gould be used to dellver nuclear weap-
wus over distances of several hundred miles,
Lo nawons, such as Israei and Iran, which are
hhowin Lo be capable of producing nuclear
woapoos Lo the uext 1ev Years.

Fourtl:, the buge jump in U8, arms ex-
purts affecis the domestic economy and the
Fenlagon's own procirement programs, Be~
pides improving the nation’s halance of pay-
ments, the foreign orders now provide thou-
sands of jobs in U.B. industry. In the past
vear they were roughly equivalent to & 40 per
cont mcrease in the Pentagon's weapons
budgets, I3 18 clear that such an increase
it oraers Irom American industry must affect
the number of weapons the Pentagon buys,
the rate at which it procures them, and the
price it pays.

‘There are important economic risks in this
situation, Take, for exsnple, the balance-of-
paymeants question. In the short term, large
Toreign orders for weapons will improve the
natjon’s vrade balance, But the danger exisis
ihat the buyers, to pay for US. and other
modern weapons, will be tempted to further
incrense raw material prices, which in the
tong run cnuld wipe out any advantage from
wrms sales and intensity world-wide infia-
tion.

Fifin, despite the diplomatic and economtic
risks invoived, the key decisions behind the
new rise in U.B. arms exports were made by
Presitient Nixon without consulting or even
informing Congress.

THE LOOPHOLYS

TInderlying these developments s the grad«
ual abandonment of pravious US. efforts to
1mpose  restraint on regional arms races,
Even in credit sales, where Congress has a
nand in setting policy, restrictions on the
voiume and quality of weapons sales have
been relaxed by amending the Foreign Mili-
tary 3ales Act, ‘The amnual credit celling is
uwow more than twice &5 high as It was siz
yeals ago, cash sales in Africa and Latin
Americs have been set {ree of the regional
cellings imposed 1n the act, aod the regional
credil ceding for Latin America has doubled
tu $130 miiion & year,

In the Foreign Military Sales Act, enacted
n 1948, Congress sought to curb the vigorous
oerehwsndsing of Henry Kuss, the Pentagor:'s
chief arms salpsman in the 1960s, by setting
credf 1imits and s general policy againat the
znle of sophisticnted weapons to developing

e ries, But the act was riddled with loop«
fioles. Chizt among th2m was the lack of

\
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any provision covering cash sales to indus-
trigiized countries and natlons suth as
Gret ce, Turkey, Iran, Korea and the Philip-
pings3. There was not even a requirement that
Con;;ress be notified in advance of guch sales.

110e some of these natlons have emerged
a8 n-.ajor customers, the loophole has turned
out Lo be more important than the act. And
the remaining bastions of restraint hsave
elow ly crumbled under the pressure of com-
peti lon from Communist suppliers and from
the iation's former cash customers in West-
ern. Europe, now significant arms suppliers
in their own right. The restrictions on sales
to Latin America, for example, were greatly
relaed after France sold sophisticated Mirage
airc: aft to fouwr Latin governments in 1970-71.

Acminlstration officials argue with seeming
pertarseness that the nation’s basic licy
on &rms exports has not changed despite the
huge jump in sales and radical change in that
type of equipment on the market. “What has
haprened is not new or dramatic,” said cne
offie:al {n a recent interview concerning ex-
port: to Iran, which, he observed, has long
rece ved large quantities of US8. military aid.
Thir view was echoed by Richard Violette,
acting director for sales negotiations of the
Defeuse Becurity Assistance Agency, and as
such the Pentagon’s chief arms salesman.
Asida from adjustments approved by Con-
gres;, he sald, “there really was no change in
polk ¥y on paper.” A third official, asserting
that restraint is still the rule, declared, “We
don't force our arms on anyone.”

Bt in the face of the facts, the adminis-
trat on view seems little more than a seman-
tic r.ulbble. Call'it 8 new approach or & new
poll..y, - the effects are the same. The re-
cent sales add a startiing and hitherto un-
suspected dimension to the Rixon Doctirine,
whi-h urged allies to look after their own
sectrity.

THE NIXON ORDER

Tie nature of the change s illustrated by
the ey sales decision of the past three years.
Thi was former President Nixon's order au-
thop ising the formal offer of a long list of
advi.nced weapons to Iran.

Tihis 1973 order supplanted a decislon by
the Johnson administration, reported fto
Con ress in 1988, limiting Iran to purchases
of $300 milljon & year in American military
equ pment. It represented the first time
that & large slioe of the nation’s most ad-
vanced conventional military technology was
offezed for sale to a foreign buyer (with the
exception of occaslonal and limited offers to
NA1O allies). And, of course, if represented
an :ntirely new stage in U.8.-Iranian rela-
tion:. The decision was not communicate
to Congress, :

A a result of that decision, Iran is getting,
amcag other things, the nation’s most ad-
vanced attack helicopter, thousands of costly
“smgart” bombs and rockets, and the Navy's
new st fighter, the Grumman ¥-14. Nego-
tintions for Irantan purchase of the newest
Alr Force fighter, the cost P-15, are under
way and ofiicials expect that a sale will be
comncluded. And the Shah has indicated a
dest ‘e for other weapons still under develop-
mert, such as the projected lightweight
figher Indeed, it 18 not clear what limits
hav:: been imposed on the Shah shopping
list.

‘“Avhat,” one senior official wae msked, “if
the Shah asked for the F-11 or the B-I
bom:bar,” both long-range, offensive weapons,

“hat would be a tough one,” came the
reply. “We wouid have to look at it very
care fully.”

It cluded 1n the purchase price for the
new weapons is extensive training for Irsn-
ian users by US, military personnel. Ae &
resuit, U.8. servicemen in Iran, exclusive of
dep-ndents, have more than tripled In the
past year, to more than 1,100 men, mosily
on temporary training duty.
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‘The’ Shah Is pa,ylng handsomely for all
- this, Iranian orders’ altéady "¢ “éxceed $56 bil-

igher. The
- pice for 80 F-14s alone approac

s 32 billlon,
ar abant §25 million & copy, inctuding spares
and tralning. This représents about a 40
per cent premium over the Navy’s price”
Officials have indicated that the deeislon
to gell to the Shah was hotly debated within
the adminigtration, The Shah already was
the  dominant power in the Perslan Gulf,
armed, with F-4 Phantoms and other modérn
mﬂitaxy equipment and it was recognized
that he has unresolved territorial claims in

- the area, (In February and March this yedr”

Iranian troops clashed with the armed forces
of Traq in a boundary quarrel.) Oa the other
hand, some adininistration officials feared a
Sovlet move to dominate the ofl-rich gulf.

’I'h& issue, 1t is sald, was decided “at the

ghest 1evel of government " meaning the
President himself. .| .

TNANSWERED QUTESTX'
- Bonie pofnted questions ‘remaln unan-
red. What lay behind the décision to sell
firsg-line technology? To whai éxtent was
this deciston influenced by the Pentagon's
own _ procurement troubles, _exernplified by
the 250 per ceént jump in F-¥ “unlt’ costs
fiom 969 to 1973, ot by the political fmpact
of Qeciinfng employmen% In the U.8, aefo-
gpace Industry?

- Bighly informed sources a.cknow‘ledge that
im the fal] of 1971 the Pentagon’s budget for
fiscal 1972 and fiscal 1973 was ‘hicreased in
ordar to. protect defense lnclusfrz jobs and
stretch out the 1mpact of Viétnim disen-
gagement. According to  thesé sources 8

boost In exporf sales was consfdered as’ one’

way of helping ease the linpact on the de-
fense 1ndustry of declining Pentagon orders.
How did the Shah learn of his opportunity
* to buy adyanced U.S. weapons? According to
Iormal poncy, foreign governments Initiate
all rec&uests to Buy weapons, but the United
States had never béfore offered guch a range
~of Weapanry for sale, What embcidened the
Shah to ask? There were, as it develops,
numerous, opportunities in 1972 to intimate
conversations between high ranking U.S. of-

. fielals and the Shah.
Navy Secretary John Chaffee visited
Tehran in January ‘Air Force Secretary Rob-
ert Sepmans went in April. In"May former

President Nixon himself was In Tehran with

Henry Kissinger. In July, then-roving am-
bassador John Connally was there, If they
discussed arms sales—and 1t seems likely—
who was the wooer and wio the wooed?
What changed the administrations ‘view
of the Shah’s ability to pay? The 1968 deci-
ston to Hmit sales .to $600 million 8 year
was based n part ‘on an estimate of the
Shah’s financlal capacity. The 1973 deciston
to sell a lot of costly new weapons came al-
most & year before the price of ofl was ralsed.
“Fo. what extent were the economic and
diplomatic risks of the decisx(m given a sert-
ous appralsal?’ Former Defense Secretary
_ Melvin R. Laird, who supported the decision
at the time, has recently expréssed equivocal
feelings about the wisdom of
gzra}ned arms supply policy in’ the Persian
rul

*While providing armaments to Third -

World countries m,'a,y often be & positlve

' ghort-ferm measurel Laird wrgte this year
in a foreword fo g critical study entitled
“Arms_in the Persian Gulf” thai “it must he
a¢eampanied by dip EY
massfve milttary assistance
weapofis sales do not become  a standard
long-term policy.”

The study was written by Dale R. Tahti-
nen, an assoclate of the Americ
Instityte for Publig. Policy Re
coutd be described
tamk. Tahiinen, an
sneg In the Migdl
Iranian supply dect

He writes: “Af this time the military bal-
ance of power in the Persian Guif leans

b is ‘appalied by the

" leagt a modicum of 1

an unre-

- countries to Mmit il

heavﬂy in Ira.n s Taves, and” the gap appears
to be wWidening. This, however, doés not de~
crease fhe 1ikelihGod +f war. In fuct, as the
last fwo Arab-Tsraell oonflicts’ have demon-
strated, [ of "highly sophisti-
cated weapons by pcfontial belligefents In
explosive situatiors hances the possibil-
ity that disagreerme will he setfled by
fighting instead of diplommcy. Fulthermore,
with” the advance Tvlitary hardware has
come grea.ter superpo 7or involvement in the
Gulf, and a concori-anb increaseé in the

danger of military cor i rontation between thé
TUnited States and the Soviet Union” (which
ragy.

supplu,s Irans rival,

ere fo erupt hetween

it seems imperative
that the United Stz« nould review the pat-
tern of its military policy in the Persian
Guif.”

’I'he Ir,amazg, dg W :
executed in sécret If- dimensions have be-
come clear only In réirospeéet, ahd in piece-
meal fashion. Congré ., which was not con-
sulted on thé Iranié salés decision, only
recently has Begun E: fate its lmplications.
The House Foreign #
is considering amen
Military Sales Act ¥

ents to the Forelgn
ch éould provide at
raint on future cash
nsored by Rep. Jona-
) would require the
sajes of $25 million
onal veto; & similar
jressed In ‘the Senate
on (D-wis.).
would close tiae loop-
which cash sales can
ulting or notifying

sale decisions. One,
than Bingham (D- N"

amendment. s béln ng

by Sen. Gaylord Me
amendment, if adogt

be made without
Congress.
But neither am(‘nd zient attacks the root

;; Tevenues, and &vidly
manufacturer in the
es of restraint must
piional  agreements
0 supply and among

among suppliers not

. recipilents not to buy. i
There has heen rauc.: repetitive talk about

international restrain:. The question of con-

ventlonal srms lwita 'on comes up annual-
1y at the Conference <f the Committee on
Disarmament, a 2C-aation disarmament
forum in Geneva actizn¢ under U.N. auspices.
It has been an aspect of U.S.-SBoviet discus-
slona on the Middle t at least sinze 1967.
But there has beer: n., action in either case.
Twao International a ments with conven-
tiengl arms control jrovistons-—the Korean
armlstice agreements f 1953 and the Indo-
china ceasefire agrec. wents of 1973—have
been repeatedly breaci.ad.

Fresh approaches er: required. One pos-
sibility 18 a serious aitempt to achieve a
NATO-wide agreemen: limiting competition
to sell advanced mil:lury equipment. This
would do mauch to all:siate the current rush
to conclude advantagcous deals with Arab
states. But in the lo un it will be neces-
sery to include the iet Unlon anl other
Communist states in zn agreement on con-
ventional arms’ transfers.

“To me,” said formr Defense Secretary
Lafird in a recent intciview in Forbes mag-
azine, “the niost Impir-tant agreement that

cén Be worked out ir the next four or five

years Is to idvolvs Tfiz ‘Soviet Union, the
United States and all -ither arms-producing
! sale and delivery of
conventional miflitary =quipment irto the
Middle East, Southea:.’ Asia, Latin America
and Africa.”

PRODUCTIVITY : LAC:GINu U. S
"PERFOF,MANCE

Mr. PERCY. Mr. ¥ resident, productiv-
1ty growth is essen: to the pro:;perity

was concelved and

‘alrs Commitiee now .

Such an °
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of hoth the domestic and infernational
sectors of the U.S. economy. If the pro-
ductive efficiency of U.S. labor and capi-
tal declines, our standard of living and
our eompetitive economic position will
suffer commensurately. Productivity in-~
creases translate directly into decreases

n 'infiation.
Unfortunately, industrial productwlty

- in the United States has measurably de-
-clined for two successive quarters. Par-

tially because of the productivity decline,
the real buying power of the dollar has
decreased at home. At the same time, the
productivity of. our major competitors
has risen remarkably to the point where,
as a recent Washington Post editorial
points out, “most Americans still have no
idea. how fast the rest of the world is
drawing even with us in the accumula-
tion of economic power.”

Mr. President, I urge that Congress

support and encourage productivity
growth. First, Congress must assist the
National Commission on Preductivity to
do fts work, and I am pleased that the
full amount of the Commission’s auth-
orization has been included in the Sen-
ate-passed appropriation bill. Second, I
urge that American labor and manage-
ment organize productivity councils in
factories across the country in order to
encourage industrial efficlency.
The benefits of productivity accrue to
all, whether to the worker, the business-
men, or the retired senior citizen, I ask
una.nimous consent that the text of the
editorial: “Productivity: The Rest of the
World Is Catching Up,” of the July 12,
1974, edition of the Washington Post, be
printed in the Recorp.

‘There being no objection, the editorial
was ofdered to be printed in the REcorp,
as follows:

PrODUCTIIVITY: THE REST OF THE WorLp Is
carcHING TUP

Americans are accustomed to the truth
that they.gre more productive at their jobs
than anyone else, and that is why our stand-
ard of living is the world’s highest. But like
a. good many other favorite old truths, this
one 1s no longer nearly as true as it used
to be. Very soon it will not be true at all, if
American productivity gains eontinue to be
lower than the other industrial countries'.

America’s positlon In the world has
changed radically in the past several years:
we are longer the only extremely productive,
extremely rich country. As a result, neither
the: nation’s economy nor the world's is
working the way it used to or the way that
we expect it to.

Productivity Is rising everywhere. But it is
rising much more slowly in North America
than in Burope or Japan. Economists used to
brush these disparities aside by observing
that, after all, wages in North America were
still vastly higher than anywhere else, But
that too is less true today than several years
ago. Consider a comparison of average hourly
compensation, In inanufacturing industry,
for eight rlch countries:

1967 1973

United States_ ____________ $4. 02 $6. 10
Canada 2. 89 4,90 -

- Japan .67 2.46

1.69 3.96

1.68 4.90

1.48 3.73

2.51 5,49

1.40 2. 56

These compensation figures count not only
cash wages, but fringes. They include certain
taxes on employers—for example, the em-
ployer’s contribution to Social Securlty in
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the United States—that economists consider
actuslly part of the worker's wage. You also
need to know that compensation in each
ogtion's own ocurrency has been converted
into doliars at the current exchange rate. In
1978 the {ypical German worker oould buy
almost three times as many dollars' worth
of American exports as in 1067, partly be-
causs of hig own rising productivity but also
because of the long slide in the doliar’s value
in Germany, Incidentally, the figures do not
mean that the German worker s llving three
times as well, since many of his baslc needs
ars items that cannot be traded Internstion-

ally, Housing fs one major example and
medical cate is another.
NCREASES I PRODUCTIVITY AND COSTS, 1972 73
{in percent]
Rise in 12bor cos! per
Riss in unit of produttion
output  Risefp ————— o ———
(. cost of Nationad Us.
man-hou( tabor  currercy tars
17 19 31 kN
4.1 g. 7 45 15
183 245 $.3 1.3
7 15.5 19 24
6.5 g: [ 61 2.7
7.5 ¢ 1 14.9
7.4 122 45 4.2
8.9 17.9 L3 61

The star performer here, as usual, is Japan,
where the dollar value of the worker’s com-
pensation has nearly quadrupled over these
six years. One of the items that Is traded
internationglly, in dollars, is food If you
Lgv® beén wondering why we suddenly hear
80 much about Japan's impact on our food
ﬂ;;zts, a3 It buys grain or sudderly stops
buying beef, the essence of the answer is in
thede numbers.

The U.S. Labor Department’s Buresu of
Labor Btatistics published B brief but Lighly
iBuminating table recently showing the per-
centage change in productivity--that is,
change in output per man hour—{or each af
these eight countries from 1872 to 1973,
That's the number In the first coluinn on the
table. The poor showing of the United States
i, unforfunately, typical. S8ince 1660 produc-
tivity increases in this country have been the
lowest of any of the major industrial coun-
tries, and our rate has been hardly better
than half the average for all the other in-
dustrial countries together.

The second column in the table shows what
happened to wages. When wages rise faster
then output, as they did in all the countries,
the result is wage inflation. The effect is
that, despite rising productivity, the labor
cost rose per unit of production, as tha third
oolutun ghows. But there i3 a fourth impor-
tant number: what happered to unit labor
costs of the goods moving in internstional
markets, where prices depend on currency
rate exchanges. That's the last column, where
ws find the effect of the long decline of the
U.8. and Cannrdian dollars, Although North
America had the lowest productivity gains on
the list, wage increases here were relatively
modest and the rise of other currencies kep$
our prices lqw on world markets. The Other
side of the picture is, unfortunately, that our
purchases of forelgn goods cost a lot more—
representing an erosion of North American
Hving standards relative to, say, Germanys.

Britain, usually the industrial laggard,
showed In 1973 the highest productivity gain
in Burope. But it lost Its advaniage and more
in a tremendous wave of wage increases
which left it, except for hapless Italy, with
Burope's worst case of wage !nflation, Ger-
many, with lower productivity gains, held
the line better on wages and that is why the
msrk rose rapldly while the pound fell.

A few qualifications concerning these

*

numbera: Nations organize thelr indusiry
and social benefits very differently. Interni-
ttonal compartsons are alwaps Inexact. The
figures Lere accurately portray general trends
and the general scale of diffezrences, but they
are 104 precise to the hairling. They are very
broad statlstical aggrezates that sweep to-
gether not only apples s.nd oranges, but some
bansnas and pineapples as well. Productivity
compariions are partioularly controversial.
Businessen, 1abor unions and politiclans all
distike them. Por the countries at the bottom
ot the list, they ralse uncomfortadle gties-
tisns about e rearond for poor performapce.

Sometimes profound changes come over
~ountiries silently, withaut making sany news.
Eveniually It begins té dawn on peopls that
something baslo has changed, but only by
slow gradations that nobody noticed at the
timne. There were no siois fired, no alarms
rupg, no doctments gigned. News Is made
mainly by governicenfs, but thefe are large
araps of nution’s lives that their governments
don't pay much attention to. The long waves
of higtory often pass without much public
notice. Accustomed to great and unigue na-
tional wealth, most Americans stili have no
idos Dow fast the rest of the world 18 draw-
ing even with us in the sccumulation of
sconomic power.

The emergehice of other equally rich peos
pies brings one obvious advautage 1o us. By
offering us broader markets for the goods
we make, it raises our own p . But
there 18 also 8 danger Used to its wealth,
vhis couniry has recently not taken much
trouble to improve productivity. Now we are
angountering tncreasingly stiff ocompetition
from countries that, oa their struggie up-
wird, have learned to improve it rapidly and
oontinuously, ~ Perhaps the question for
Argericans 15 the one that the 8mithsonian
institution put in 1t8 exhibition 1ast year on
produetivity: “If we'ré so good, why aren't
we bottery'

JAPANESE DIRECT INVESTMENT IN
THE UNITED STATES

Mr. MMUSKIE. Mr. President, in
March 1973 the Boston Consulting
Group was comunissioned by the Gov-
ernment of Japan to "study the oppor-
tunity for Japanese capital investment.
in the United States, including the eco-
nomic and political factors which are
likely to affect the vipbility of such in-
vestments over ¢{ime.”” ‘The study was
conunissioned at the instance of Prime
Minister Tansks, and the project was
directed by Mr. William Givens of the
Boston Consulting Group, a former
State Department expert on Japan. The
report, entitled “The Prospect for Jap-
anese Direct’ Investment in the United
States, 1974-80,” was submitted to the
Japanese Government in January 1974,
It Iws just recenily been published for
the interest of the general public.

In a period of capital shortage, in-
creased foreign direct investment in the
United Stateg under appropriate condi-
tions can create sigrdficant opportuni-
ties for new jobs and further growth in
aour own economy. The Boston Consult-
ing Group's study is the most thorough
and up-to-date evaluation of the pros-
pects for Japanese investment and some
of the problems associated with 1t, and
I ask unanimous consent therefore that
the summary findings of tlis report be
printed in the RECORD.

There being no objection, the sum-
mary of fAndings was ordered to be
printed i thé RECORD, as follows:

Approved For Reas® RIOFNIEN JQISGARB7S-0935RAF0010004004sdgust 13, 1974

SumatatY oF PINDINGS
HIGHLIGHTS

Japanese direct investment in the U.S, is
proiected to rise to some $8-7 billion, asset
vakie, by 1980, exclusive of private securl-
tiee purchases and banking assets (estimated
at - 31.5-3 bllllon and $13-16 billion, respec-
tively).

Iivestment levels will be limited by market
ecolomics, competitive dynamics, and the
availability of alternative opportunities in
othair countries, rather than by the avallabil-
ity of capital. The possibility of “runaway"
Japanese investment in the U.S. appears re-
moe.

T he cHimate for Japanese investment in the
US is currently stable and benign, based in
large measure on the successful integration
of axisting Japanese investment activities
ints: the U.S. sconomy, Assuming competent
plgnning and ement of future invest-
mert activities, the levels of investments
pro ected to 1980 are not likely to cause se-
riovs political problems. Planning will be-
cow. o increasingly complex as investment lev-
els: ~ise, however,

Tae principal areas of potential friction
are.

Dbavesimenta in Japanese tourismm based
resd estate activities, particularly in Hawaii,
ttz;o. U.B. West Coast, and posgibly Alaska;

Looal overconcentrations of Japanese ac-
tivliy, owing to the tendency of Japanese
bus nesses to “cluster” near one another.

Bath of these problems can be held with-
In manageable bounds through skillful
plasining.

Tae maljor companies will be the
domdnant force In shaping the investment
pat-ern.

OBJECTIVES AND CONDUCT OF THE WORK

In. March 1973, The Boston Consulting
Group was commissioned by the Govern-
meri of Japan to “study the opportunity
for Japanese capital investment in the
Unied 8tates, including the economic and

‘political factors which are likely to affect

the viability of such investments over time.”
Thi: report has been prepared in fulfill~
mel.t of that assignment.

. light of the magnitude and complexity
of he issues Involved, the interests and
pertpective of the client, and the time and
rescurces allotted to the project, the fol-
lowing objectives were adopted for the
wors:

T> provide the Government of Japan with
an overview of the probable pattern of
Japanese investment in the U.8., over the
nex’. five to seven years, including the order
of 1aagnitude and composition of such in-
vegl ments and their probable impact in the
Us:

T> identily the economic and politieal
issuas which these Investments are likely to
cre: te which may require policy action by the
Jap:unese Government; and

P> provide an analytical framework for
piai-ning and policy formulation with respect
to . apanese capital investment in the U.S.

Te evaluation involved two principal
tasks:

Irentification of the prpbable pattern of
Jap.aeses investment in the U.S. in 1980; and

Ealuatlon of the itkely U.S. reaction to
this pattern,

T.e first of these tasks was accomplished
threugh  statistical research and analysis
and extensive interviews with Japanese busi-
nest executives and government officisls in
botl. Japan and the U.8. The second was
acct mplished through a serles of direct in-
terviows and telephone and maill surveys in
the 30 UB. states and Puerto Rico. The con-
due: of the work is described in detsil in
the section, “Conduct of the Study: Ap-
proech and Methodology”.
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(i 54 hundredzl of inde-

I will be compm
pendent i.nvestme t ‘déctsions ahd actiéns,
" ranging from | very ‘sall " {family  vacation
homesites) to very large (industrlal parks,

steel mills, botels). )

It will not, contrary to a ¢ominon U.S.
‘view, be’ prima.rily the result of 'a capital
sutplus; the picture of dollar-rich Japanese
mmdustry “avidiy~ “shoppilng” for profitable”
ouflets for exceSs cash 18 highly oversimpli-
fled and misle &i g. In practlce, "Japanese
oversead ‘investment will be 4 Tesponse to
specl.ﬂc economic and political ¥orces, creat-
ing ontivard pressurés ol Japanése industrial
and buiness actlvﬁ;y afross a wide range of
interpri )

The yolume, rate of growth, and composi-
tion of Japanese capital nvestment in the
U8, will be determined By the interaction of

* several varlable factors:

The action of the economic ,andv political

forces noted a.bove, o

{ ns 0 d nese firms

and private investors to those presstires;

The availabillfy of comparable of superior
slternative Investment opportunitles in
other countries; and

Japan’s international balance of payments
posttion and competing demands on available
capital.
The pressyres and motwes for Japanese in-

yestment in_the United Siates ’

In the broadest sense, J’apa.ns economic’
‘capabilities “have expanded over thHe past
two decadeés from those of a second-rank ex-
porter 6f labor intensive manufaétured prod-
uets “to_ those of a major industrial power.
During’ this period, and, indéed, historically,
Japan’s extérnal economic activity has been
centered ‘almost éxclusively on 18 export-im-"
pott trwde. The central objective of Japanese
econoniic policy has been to Industiialize on’
the pattern of the U.8. and Western Evirope,
systematically reallocating human and cap-
ita} resources forward as rapldly as possible
into 1ncrea.singly higher levels of technology,
capital Intensity and productivity. Effort has
been concentrated largely in industries in
which Japan could most readily develop and
maintaln international comparative advan-
tage. The essential patiern has been one of
concenja'ating production almost entirely in
the domestic_economy, producing not only
for rapldly risiig domestic demand, but also
for export, in order to generate the foreign
exchange necessary to Satisty Japan’s critical
import needs, most notably, 13
terials, énergy, and technology. Virtually

wiﬁhouf ral T ces, Japan has func-
tloned ess My asg increasingly sophis-
ticp,ted and efficien} Tactory, trading finished
godds mbroad for the resources and technol-

‘0¥ tieéded to continuie the program of eco-
nomic ?@yg‘loprx}gni} and industrialization in

oW, appears to be entering a new

pétiod of its economis development in which
the Jﬂpanese homeland will' be léss exclu-
Vely a production center and il begin to
rt of & global

ting | domestic
shprtages, gr g, and pro-
tectionlss, pressurés in . principal overseas
markets,

The need fo mamta p 3
long-term sourcing of crittc
the tace of prospective world

g6 for the
resources in
de shortages;

F‘Sﬁéi%%??xé& s

.markedly different

_ natural resources,

_essmg of, miner:

. raising, meat process!

°c8n ORERK

The need o esta.buﬂs an mdependent pos‘.l-
tion in the devélopmefit of advanced technol-
ogleS' and

“The need to expand #:d diversify Japane;e
external economic sctivity beyond the exigt-
ing pattern of export-1iz.port trade.

Prospective Japanes: Investments in the
U.S. can be clagsificd into four broad
categories, based on 3 needs, or raotiva-
tiong, listed above:

Category 1: Export Substifution Ma.nu-

. facturing Investments

Category 2: Resource Acquisition [nvest-
ments.

Category 3: Technoluyy Acguisition [nvest-
ments.
Category 4: Diversific:i Investments.

_It 18 important to noibe ‘that the principal
criterion for this categorization is rot the
type of activity conees ned (e.g., manufac-
turing, mining, agricu’
undefrlying objective
ment  is made. This :lasgification system
facilitates both the projection of likely in-
vestment patterns and the evaluation of
probable US. reaction to them. It should also
be noted that these crtegaries will exhibit
characteristics,
economic and poiitical. 8inece they are
based on fundamertally different aspects of
Japanese economic gcilvity (Le., exports,
imports, technology, =»nd diversification),
their value to Japan (in terms of their con-
tributions to the Jappnese economy and to
Japanese economic policy objectives) . wiil
differ widely, as will the:r impact and aceept-
ance within the U.8. The four categories and
their principal chara istics are as follows.

Category I: Export Subatitution Monufde-
tiuring. This dategcry included only invest-
ments in establishing < acquiring manufac-
turing facilities in the 7J.8. to produce or as-
ssmble for the U.S. msrket items currently
being exported from Ji:san. The objective of

‘" these Investments is to ;hift producticn from

Japan into the export marketplace In order
to achieve lower factur costs, circnumvent
domestic shortages in Japan, or relieve pro-
tectionist pressures. Examples of Category 1
Investments are the W R.K. slide fastener
factory in Macon, Geargla; the Bony and
Matsushita - television assembly plants in
San Diego, California «nd.Puerto Rico, re-
spectively; the Ataka-Tiyoel steel mill in Au-
burn, New York; ani the Kikkoman soy
sauce factory in Wisccrisin,

From the Japanese picint of view, tkese in-
vestments will tend tc ralleve domestic pres-
sures created by labor, energy, anil land
shortages, and by th: mounting pcllution
crisis. They will also tzud to reduce Japan’s
tendency toward trade surplus (and the re-
sultant political pressiices) by shifting pro-
duction offshore into J:pan's principal over-
seas market. From the U.S8. viewpolnt, these
investments will erzatc new jobs and public
revenues, increase préductivity through the
introduction of new tvhnology, and replace
unpépular levels of Iivports with domestic
production. In the brosdest sense, the value
to Japan of Category ! investments will be
high, and the rigk of aciverse reaction in the
U.S. will be low

Acquisition Jor Ez-
ory e‘lcompasses all
the purpose of ac-
d energy specifically

investments made f
quiring raw materiuls
for eéxport to Japan.

uding  agricultural,
and energy. By type
includes exploration
xtraction, anid proc-
rces; production,
ng of agric altural,
t8; cattle or poultry
and meat packing;

forest, mineral, mari.
of activity, Ca.tegoxy
for, and developme

ha,rvestlng, or Pproc
marine, or forest pr

and any manufatty
the U.S. site is selected solely or principally

. as a source of ener gy ‘The most prominent.

iure), but rather the -
which the invest-

both -

:esources” means all

1’3 activity in which
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examples of’ existing resource acquisitxon in—
vestments are the extensive Japanese hold-
ings in timber and canneries in Alaska. How-
ever additional investments may be antici-
pated in any of the resources llsted, particu-
larly In specialty agricultural products (cit~
rus fruits, nuts, grapes, and wine), or in the
processing of raw materials purchased from
U.S. producers.

Investments in the development and proc-
essing of U.8. natural resources for export
to Japan will provide improved access to
critical raw materials. To the extent that
U.S. processing is involved, they will in-
crease the value added to these products in
the United States, relieving a chronic source
of friction. Finally, Insofar as these invest-
ments result in increased U.S. exports to
Japan, they will tend to reduce the U.S.
trade deflcit with Japan. All of these results
will tend to be beneficial to Japan. From
the U.8. point of view, however, Japanese
investments in this category will not be seen
as an unadulterated blessing. In some cases
they will intensify competition for scarce
resources, elevate prices and exacerbate
shortages. These investments will tend to be
more capital intensive than Category 1 ac-
tivities, and will have a less tangible effect
on the creation of new jobs. They will be

* highly controversial from the environmental

point of view. Generally speaking, the value
of Category 2 investments to Japan will be
high, but the political risk in the United
States will also be substantlal.

-Category 3: Technology Acquisition. Cate-
-gory 3 includes all investments made for the

~purpose of acquiring technology or facilities

for its development. Such investments will
include equity participation in, or acquisi-
tion of, smaller U.S. firms with promising
technologies under development (e.g., pol-
Iution control devices, blomedical technolo=
gies, computer peripherals), and Joint de=-
velopment projects, joint ventures, or con=
sortia with technologically advanced
American corporations to develop major
technological resources for application in
both economies (surface transportation sys-

‘tems, uranium enrichment, oceanography).

Thus far few investments in this category
have come to publie attention. However, our
investigation indicated that Japanese inter-
est in Investments of this type is rising, and
a humber of negotiations are underway.

The potential benefits to Japan of an es-
tablished presence in the U.8. technological
sector are both substantial and evident. In-
vestments in this category will tend to he
unobtrusive, with limited public impact. To
the extent that they are visible, 1t seems
likely they will be seen as an lmprovement
over licensing, a technique . often viewed as
a development has been taken. The value to
Japan of Investments in this category is
high; the risk in the United States will he
low. -

Category 4: Diversified Investments. Super-
flcially, this appears to be an arbitrary
*catch all” category, since it covers all in-
vestments not included in Categories 1-3,
and since it encompassés s variety of activi-
tles. Howevér, with investments related to
exports, imports, and the acquisition of tech-
nology ¢ovétred elsewhere, Category 4 con-
sists, for practlcal purposes, of the expansion
and diversification of Japanese economic ac-
tivity into hew fields and markets. Specifi-
cally, it will include the following kinds of
investments.

Real estate;

Banking and finance;

Retalling and commercial activities;

Transportation, warehousing, and distri-
bution; and

Acquisition of “new” business; fe., un-
related to existing Japanese 1mport- export
trade wlth the Unlted sta.tes

‘Appr'ove‘d For Release 2005/07/20 : CIA-RDP79-00957A000100040041-1
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Despite the nature of the varfons
sctivities in Category 4, investments in this
eategory have several significant feptures {n
common. Bince, by definition, they represent

the Investors will be less experionced in ths
U.8. environment, where business risks will
be somewhat greater, and where American
resistance is likely to be higher than in sec-
tors where a Japanese presence is already
establizhed, Wlth the exception of individusl

CONGRESSIONAL RECORD — SENATE

activities will tend to be highly visible and
often controversial, particularly in real estate
and ftourlst-oriented investments, At the
a9 tlie, Calegory 4 investments will, in
general, tend o maake little mmediate con-
tribution W the Japal.ese domestic economy,
and will have limived effect un the US.~-Japen
teade balmnce. Accomdingly, their value to
Jepan will be Iimited and the political risk in
the U.S. reiatively hign.

The value and risk charucteristica of the
four categorles ars summarized {n the table

investments in U.8. securitles, Category ¢ on the followling page.
’ Categoty 1, ?' .
substitution mg ged
mnuubétaﬂn Mﬁﬂ acquisition %
Vﬂwh [ U (1T T . I~ WSO . ;. SU Limited,
U& . S U - NN, we LW ceuue. High,

I Pmblilit! of m‘:’-’éﬁﬂ“&ﬁ“ﬂ& ?&:

Characteristics and implications of the total
tavestment pattern
The pattern of Japanese Investmant in the
U8 at any given time can be represented by
nﬂmplo bar graph:
Graph not printed In the Rrcomn.)
briously, & wide varlety of patterns ls
posmme. each with different value and risk
characteristics. It {s apparent that both the
viabllity of the overall investment pattern
and s value in terms of Japan's sconomic
interssts will be determined not only by the
total volume of investment, but also by the
allocation of the whole into the four cate-
. It becomes a matter of some impor-
tanos to determine what the likely profils of
Japanese investment will be.
- . A number of other points should bo noted
with respect to the pattern of Japanese in-
vestment and its rigk-value characteristics:
The potential for Japaness investment in
the U8, 1s not infinite; practical limits can
in four ways:
By the availability of capital for this pur-

¥

By the accomplishment of underlying in-~
vestment objectives;

By the oapacity of the U.B. environnient to
ebsorh large volumes of Japanese lavest-
ment; snd

By the number of investment opportuni-
tias in the U8 which are potentlally attrac-
tive to Japanese investors.

As the level of Investment in s given cate-
gory rises, the underlying need will by satis-
fisd andl the incremental value of additionsl
tnvestment will be reduced. (Japan will not,
for example, wish to shift all of its export
production from Japan into Its overbess mer-
keis; the "Jepanese demand for fore
sourcad raw materials, while large, also
finite 1imits.) At the same iime, the politieal
risk will tend to increase with rislag invest-
ment levels. At some point the jncremental
risk may well cutweigh the incrementsal value
of further invesiment in the category, and &
natural celling will be reachsd. This celling
will not necessarily be apparent, partisulariy
to the Individual investor.

Adverss peiction fo Japanese investinent
in one category will ralse risk levels for other
categories, ns well, Exceasive concentration
of inyeetments in high-risk catogories win
reise risk levels throughout the entlre pat-
tern.

Accordingly, no smgle Japaness mvest-
ment, or category of Investments, can be
considered in lsolation. Bach will affect both
the potential value and the viabiilty of oth-
ers. Individual investments can be eyajusted
effectively only In the context of the pattern
as & whole. A random pattern of invesiments
will almost certainly be {nefliclent, and wiil
possibly become a political llability.
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Az the pattern grows in sige, visibility, and
impact, its proMe will hecome increasingly
importart and difficult to influsnce.
Viavility and success: The climate for Jupa-

aese nieatinent in the United States

In our program of interviews, we found
actual American attitudes toward Japan to
be oconsiderably mone moderate and prag-
metic than they are generally thougbt to be.
Outright expreasions of antipathy or opposi-
tion to Japaness Investmeni were extremely
rare; on e contiary, the prevalent attitude
wWas ohe of poslidve recepilivity, reflecting
both a realistic awareness of the potential
benefits of such Invesiments and s conse-
guent wilingness to meet prospective inves-
tore pnore than balfway in resolving adjust~
ment problems and minimising frietions.

A second encoursging inding was that ex-
istlng Jupanese investment In ths US., of
which there ia already » large volume and
variely, has displayed very little of the abra-
sivenesa and volatilicy which might have
besn expacted, With the single exception of
Hawsaii, whers Japaneso  Investments in
hotels heve been subjsct to controversy and
friction, we found no significant instance of
maladjusiment or adverse reaction Numer-
ically, of course, most existing Japanese (n-
vestments are sales ofices and cther small,
sprvice-oriented activities. However, they also
inciude » long and rapldly growing list of
manufacuring and resource development op-
erations, including textile and steel mills,
consumer electronics plants, a truck assem-
bly plani, food processing operations, fishe
eries, miueral extraction, timber, machinery,
and others in virtually every part of the
United States. The general pattern to date
Las beenn one of smooth integration and
acknowledged bensfigial impact,

We beolieve the clirmate for Japanese ine.
vestment in the United States has reached
& polnt where such investments will be re-
ceived less emotionally than pragmatically,
ol the Hasis of thelr perceived value to the
communities in wiiich they locate. There does
remain evident throughout the oountry a
subtle Lut ummistakable undercurrent of
anii-Japunese sentiment, a predisposition to
s2e Japnnese businest as mwonolithic, overly
aggressive, and insensilive t0 Western values
apd practices. This, in turn, wil tend to
catelyze and aggravaie routine competitive
Irictions, labor problans, and other griev-
ances, making Japancse investments some-
what more vulnerabls to adverse reaction
that comparable TR owned enterprises,
However, the sirangth and tmportance of
this phenomenon should not be exaggerated.

But the climate is not static: it 1s & con-
stantly evolving misture of positive and
negatlve factors. Currently, it 1s benign and
stabie bercanse:

August 1 3,497}

, The political relationship between Japan
a:d the United States has been relatively
trouble free;

Adverse reaction in the US, to foreign in-
v sément in general has thus far been Hm-
i :d; and

. The level of inyestment is still quite low,
qud the balance between Japanese inwvest-
ments creating positive impact in the TS,
sl those having negative impact has been
oxtremely favorable.

. This situatlon, obviously, could be md-
versely affected by negative developments in
u\y of the three:

: Serious political differences between Japan
ai:d the U.S. in which Japanese ecoromic
svccess might come to be seen in the popular
U S, view as oontrary to the U.S. Interest;

; & deterioration of the U.8. economic posi-
tion and decline in the dollar relative to
the yen, deutschemark, and other currencies,
leding to a substantial forlegn economic
presence in the U.8. The concept of afiuent,
apgressive forelgn Interests “buying the
U:dted States™ could inspire jealousy, resent-
m>ant, and ill-will against foriegn investment
generally, including (but not directed specif-
ieally toward) investments from Japan; and

A gualitative shift in the balance of Japa-
nrse Investments in “the U.B. from favorable
t¢ unfavorable as new investments are made
ar d the total volume of Japahese investment
ir the U.S. grows to major proportions.

Evaluating specific investments

The U.8. political and economic environ-
m3nt will absorb a very substantial volume
ol Japanese capital Iinvestment, provided
o1ly that the individual Investments com-
prising the whole sre competently selected,
planned, and mansged. However, many, per-
bi.ps moet, of the Japanese investments in
the United Btates to date appear to have
been based on instinct, chance, and ad hoc
acvice, rather than systematic evalustion,
Scme  investments (particularly in  real
esiate) have been made virtually without
rezard to their political consequences, with
prodictably edverse resulte. In other in-
stinces, a preoccupation with the avoidance
of any friction whatever has led to excesslve
caution and opportunity loass. As a general
pttern, we find that prospective Japanese
investors, both large and small, are acting
{tr fafling to act) on the basis of hearsay
ard stmplistic generalities when hard
aralysis is hoth possible and esential. To the
extent that this pattern continues as the
volume and concentration of Japanese In-
vestment in the U.S. increases, the proba-
biidty of sertous political difficulty also
rheee.

+ No Japanese investment will be entirely
without friction. To some extent, confiicts
of economic interest, misunderstandings, and
resentments will ocour in virtually every
Jepanese investment made in the US. Ac-
cordingly, long-range ncceptance and viabil-
% in each case will depend not on the ab-
seace of friction, but rather on achleving and
maintaining a favorable balance between
pesitive and negative factors. The focus of
pianning and evaluation must be on this bal-
ar.ce.

Positive factors will ror the most part con-
skt of tangible economic contributions: em-
ployment, taxes, community economic bene-
fus, increased exports, decreased imports,
aLd the like. The political value of these fac-
tos will depend entirely on the extent to
wiich the affected US. interests are aware
of them and perceive them as beneficial.

. I'he principal negative factors and sources
of Sriction will also be economic, and will
be those competitive activities which con-
it with domestic interests:

Jompetition for market and market share;

‘ompontlon for raw materials and scarce
netursl resources, including 1land and
enrgy;

o
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tition for Tabor in 1oca,t1()ns; & in-

eré 1t is scarce;
“activi ‘which teéfid to ralse
in the sffected com-
petitive frictions, as
et to aggravation by
£ 1 31 ‘patterns, nianagerial
stylés, and competitive practices, Includ-
ing: i o o K
Relations with organized labor;
Inter-company felationships, Both coopet-
ative and competitive; o ’
__Debt polictes and pricing stfategies; and
Socia) customs and difficulties {h communi-
cation.’ T C
- 'Attention must be given not slmply to the
- type of investment activity in dqaestion, but
also to the chgracter of the specific invest-
“ ment and its porbable impact on the several
communities of interest it will affect. The
¢éritical elements are: ~ -
-The economic and political impact of the
activity on the community wheré it Is
~located; ‘ o
Its impact on the industry concerned; and
- Tts economitc impact at the .onal Ievel.
"It 15 our contention that virtlially all of the
* seflous controversies which are 1fkely to arise
wlth respect to Jap
- U.8. can be anticipated, and that most can be
avoided, by the systematic evaliation of the
foregoing elements in advance of the final
decisfon to invest. A recommended procedure
for such evaluation is described in detail in

the section, “Success and Viability: The Cli-
mate for
States”, page 85. )
The projécted pattern of Japanese invest-
ment end its likcly impact in the United
Stgtes. ) ) T ) B
We anticlpate that Japanese nvestment
:assets In"the U.8. will Tise by 1880 to a total
of "$6-87 billfon, excluding Yanking assets
(812-15 blition) and portfolio inves
. (81.5-2.0 billion) . We estimate that at least
half of the total asget figure WIIT represent
débt undertaken in the US, the remainder
being éapital from Japan. o
[ The projected breakdown by category is as
follows: * ‘ S e '
S [In Biltions]
Category 1 (export substifubi
factyring) __.
~ Category 2 (resour

g acquisition)
Category 3 (technology acquisftion)_. O.
Category 4 (diversifled Investments)... 1.

|

Total assets_

Thus, displayed graphically, the profile of
_ Japanese investment in the U.8. would appear
as shown on the following page:

The purpose of the foregoing projection
has not been fo predict the precise level or
composition of Japanese investments in the
U.S. in 1980, but rather to assigri some quan-
tifive, order-of-magnitude values to the

‘- probable pattern of such investments in or--

" der to’judge their likely impact in the U.S.
- Assumjing the projected levels of ihvestment
“are _properly " dispérsed geogiaphically (a
questionable assumption  discusséd further
- belowy, the impact in the U.8. should be gen-

= efally favorable, The effect, in addition to the
. initial i 4

can jobs, publi

enues, arid ‘an annual positive gontribution
the chroni-

of several billions of dollars t
cally deficit U.S, balance of payments.

- 'The projected 1980 level of export substi~
tution manufacturing inyestments in some

_.*A further hreakdow;,
type of inyvestment, Is sh ’

page 218. The rationale for thesé projections
18, developed in the sections of the report
dealing with the four categorles.
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~most of the raw m
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2.7 billion, asset value. At typical U.S. sales-
to-asset ratios, these ssnets would represent
annual value added of :pproximately $3 bil-
lion, or 15 percent of Jwojected Japanese eX-
ports to the U.S. for 980 (assuming a 10
percent annual export growth rate through
the decade). Provided :he individual invest=
ments comprising this fotal are completely
planned and managed. this level of invest-
ment should be readiy asbsorbed into the
.S. economy. In mosi. gquarters in tae U.Ss.
it will be justifiably s:cn as an asset creat-
ing employment and revenues and stimulat-
1ng competition. The n:st likely source of re~
sistance will be compe!ing American firms in
the affected industriz.: e.g., steel, auto-
mobiles, consumer slec ironics, textiles. How-
ever, we do not exp this opposition to
reach critical proportisns or to attract sub-
stantial popular suppoii, provided only that
e of the benefits to
1 this type of invest-
5 problems with U.S.

ment represents. Sori
labor also appear unli:ely provided Japan-
ese mahagément cofitinues to adhere to
established U.8. practir: in its relations with
labor.

Barring large-sczle

rapanese investments
in U.S. shale oil prodi:tion or uranium en-
richment—developiner.is whose prospects
are yet unclear—the potential for Japa-
nese investment in ressurce development in
the U.S. appears di-tinctly limited, par-
ticularly by compearisc i with opporfunities
available elsewhere. Ur tike the situation In
many less developed economies {(where there
is little or no compe:ing domestic demand
for the resources), cvnership of US. re-
gources would not, i» most instances, he
effective as a means of assuring export-
ability and would typically involve substan-
tial political and econiomic risks. Further,
lerials which Japan

imports in quantily
to be sufficiently avi
purchase agreemer:
stable supplies. Accorcingly, the greaver part
of Category 2 Japane-> investmerits in the
U.S. seems likely to Le in the processing of
U.8.-sourced raw meferials for export to
Japan-—the ‘milling o food grains, canning
of fish and other mayrine products, process-
ing of fruits and vegefzbles, crushing of soy-
beans, milling and ypulping of wocd, and
the like, These investnents are likely to be
amotivated largely by the desire to transfer
these activities offshize for energy, pollu-
tion, land avallabitity., and, over the longer
term, balance of pajyrients reasons rather
then as a means of acijulring control of the
resources themselves, his level of invest-
mént, per se, shoud % caise undu? polit-
ical problems in the U.B, and could, in
conjunction with a well planned rrogram
of purchase agreemernt: prove an economic
and political asset. The viability of these
investments will depc:d essentially on (1)
the quelity of planrn: g snd management
which goes into themr. and (2) the impact
of Japanese investme.is in the other three
categories. -

Although the prosp--t for iechnology ac-
quisition investments s still unclear, their
political impact will probably be limited.
In most instances thev will be small and
unobtrusive; if large, hey will almost cer-
tainly be joint venture- or consortia under-
taken in cooperation :vith Americar. firms.
Local characteristics .ill be similar to ex-
port substitution Investments, hence gen-
erally favorahle. Furtl.:r, to the extent that
investments of this Zind are seen at the
T 8. industry level &z alternatives to the
previous pattern of < mnsimg and purchase,
they are apt to be vie.;ed as improvements.

In Category 4, the most important single
actlyity will We the Jiwrchase and develop-
ment of U.S. real etiite. This investment
will ceriter aréund ré:isct hotels and related
operations based on %i: - rapidly riging Japa-
nese tourist markes i ihe U.8., but will also
encompass a Variety v other forms: indus-

ble that long-term
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trial parks and dévelopments, commercial
buildings and shopping centers, residential
developments, and recreational facilities
(golf courses, tennis clubs, ski resorts). Com-.
merically oriented investments (retail and
‘wholesale) are likely to be next in terms of
volume.and visibility, but will be fragmented
into smaller investment units, will be dis-
persed across a Tange of activities (depart-
ment stores, restaurants, travel services, etc.)
and will not have a major economic impact.
Their principal effect will be to make more
Americans aware of the Japanese presence
and perhaps to call attention to Japanese
investments in other categories.

Most of the predictable controversy and
political friction are likely to be associated
with diversified investments, notably those
in real estate. The most sensitive single area
of investment will be in Japanese tourism
orlented hotels, resorts, and recreational fa-
cilities, where irictlons already exist and
growth and concentration are continuing.
Other real estate developments could gener-
ate political problems, particularly with en-
vironmentallst groups and civie organiza-
tions, if they are not carefully planned and
coordinated with local authorities. These ac-
tivities promise to be a chronic source of
annoyance for the indefinite future.

The potential for local conflict 1s always
present in all types and categories of invest-
ments. The actual levels of such conflicts
and, more broadly, the climate for Japanese
investment in the U.8. as & whole will be
determined by the quality of planning and
management which goes into these activities.
Thus far these have been competent and
thorough, and we see no reason to antici-
pate a departure from this general pattern.
Some individual lapses, leading to local prob-
lems, are inevitable, however.

There are some major variables in the fu-
{ure prospect for Japanese banking in the
U.S,, notably in possible legislative limita-
tions on the scope of these activities and as
to the source of funds for them. However, we
expect neither spectacular growth nor drastic
curtailment of these activities, and have as-
sumed as g working estimate a 10 percent
annual growth for the remainder of this
decade. This would mean 1980 assets of $12~
$16 billion, with accumulated equity of $300-
$500 million. The impact of this level of in-
vestment and activity will be moderate in the
context of both the U.8. banking industry
and the political environment.

Impact of oil shortage
-We anticipate both export substitution
manufacturing and raw materlals processing
investments are likely to be accelerated by a
petroleum shortfall, particularly over the
shorter term.

The longer term prospect is more complex,
made so by uncertainties in both'the price
and availability of oil over the remainder of
the decade, by the price trends of other com-
modities, and by a host of other factors out-
side the scope of this survey. On balance,
however, we do not anticipate a major re-
straining effect on Japan’s overseas invest-
ment. We have assumed for the purposes of
this analysis that (1) there will be no long-
term shortfall of oil sufficlent to cause a
serious slowing of Japan’s economic growth
(we still anticipate real GNP growth of 8-10
percent over the decade), and (2) petroleum
price increases will not be sufficient to put
Japan’'s balance of payments into critical red,
constraining the manufacturing and mate-~
rials processing investment flows discussed
above. To the extent that short-term over-
seas investment constralnts are called for,
other activities (e.g., tourism, portfolic in-
vestment, real estate) are far more likely
targets for limitation, 7

’ Strategy issues

At the policy level it is useful to consider
the pattern of Japaneése investmeént projected
above in terms of s strateglc implications:
What are its overall value-risk character-
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istics? What problems can be foresecn, and
how might they be avoided? How might the
patiern be strengthened to reduce politicni
risk or enhance its comtribution to Japans
economic interests? Our own observations
follow:

General characteristics

The pattern is more modest Lo scale Wiaa
we had anticipated, and shows surprising
balance. No category of investment appbars
to’ be serlously out of proportion to the
whele.

In general, the value of the pattern to
Japan, in terms of ite probable contribution
to Japanese policy objectives, will be sub-
stantial, and the political risk relatively low.
No dramatic political issues are apparent.

Tne capital requirements for the probabis
levels of investment are weil within (he ca-
pabtlity of the Japansse economy 1o supply.
However, investment levels In all catagories
will be essentially self-lUmiting; that s, mar-
ket economlics, financial risk levels, competi -
tive dynamics, and alternative investinen:
opportunities in other countries wili pui eof-
feclive cellings on likely {nvestments in tha
US. The chance of “runaway” invesiments
In one or more of the categories scems

remote,
Category-specific tssucs

No poilcy action seems indicated with re-
spect to export substitution investments.
Investment rates and levels in this cate-
gory will be determined largely by the eco-
nomlcs, growih, and compotitive pressures
of the marketplace. There appears litile the
Japanese Government could do to acceler-
ate this flow, and no reason to wish to in-
bibit 1t,

In resource acquisition investinents, tha
near-term prospect is for moderate levels of
investment, largely In processing activities.
Political risk in the U.S. eppears low. and
the investments seem Hkely to contribute
significantly to Japaness cconomic policy
objectives. However, ' thorough, systcmatic
examination of longer term prospects in this
category might well tndicute major opportu-
nitles for Investment in the Joint develop-
ment of US. minerni, marine, aad other
natural resources to the mutual tenofit of
both Japan and the U.S,

Similarly, technology acquisitions seem un-
likely to exceed moderate levels or to lLave
seriously adiverse tmpact in the U.S. The level
and pattern of investment in smaller scale
(fragmented or componant) technoloyy de-
velopmaent. projects for commercinl applica-
tlon will be shaped essentlally by comnpeti-
ton and market forces In tho private sector,
no policy issue arises. ver, there may
well be a role for government stunuintion of,
or particlpation in, larger scale (unit or sys-
tem technology) projects, The potentinl for
brond-scale, lopg-term cooperation between
Japan and the US, in the developmant of
technology merits far more careful and spe-
cifte consideration than it has been pussible
to accord 1% in this peneral survey.

Diversified Investments will benefit the
Japanese econoniy substaniially less than
those in the three categories; polit-
ical risk will be high, especlally in real 2state
activities, and some degree of chronic difi-
culty is virtually thevitable. The potential
for serious polltical problems (that is, of
sufficient maghitude 1o become Isgues at the
government-to-government level) in this
category is relatively low, but does exist. Con-
trol of thess activities can be ezerclsed I
three ways: (1) through self control, plan-
ning, and discretion by the investors ihiom.
selves; {2) through controls administered by
the Japanese Government; and (3) by ineans
of restrictions and prohibltions tmpozed by
U.8. authorities. Of these, the first is clearly
the preferable alternative. Any restrictive
actions by the US. side (presumably sfter
frictions had grown to unacceptable propor-
tHons) would affect the climate in tha U.8
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for olher {ypes of Japaness investments, as
well. Accordingly, froam the standpoint of
cverall patiern stremgih and viabllity, an

lmporlaut immediate objective should be to-

apprise ihe Jupancss private sector of the

charscter of this lssue, and to seek the co-

operation of prospective investors in the care«

711 and eystemntic plarining and management

~f thesa polftically manudtive activities,
Genergl issucs

AltBough the projected levels of Japancss
idveskinent, per se, are moderate in terms of
the U.S. economy overall, excessive concen-
tration in a few locations could have grsater
adverse Lnpact (han A much larger nvost-
ment pattern, skiifully dispersed. Thus, dis-
parsion is a oritical variable, Geographie
proximity and esiablished trade and social
patterna will tend to cause the most rapid
snd heavy bulidups in the western U.8.—
Hawali, Alaska, California, Washington, and
Orogon. Other concenirations are likely to
form around the existing Japaness invecl-
ments in other states: Texas, South Caroling,
and Georgia, There is no valid reason for ex-
caBive toncentration; there (5 a wide selec-
“on of sullable locationg for most kinds of
investments, both samong and within the
siates. The development of this of
geographic distribution should be monitored
closely by both the Japansse Government
and the private sector, and private investors
should piace major emphasis on this aspect of
thetr pre-invéstment pinnning.

All of the foregolng would indicate the
deirabilily of a close and contiauous moid-
toring by the Japsneee Government of the
cverall patiern of Japanese lovestment in
the USB. as it develops. This will allow early
recognition of poténtixl problems, facilitate
roordination with the Japaness private sece
tor /ard in goms instances with U.8, author-
tties) to minimize thets, and provide sn ade-
quate Information base on which to make
ntlcy derisions with respect to these Issucs,
It will ni=o factiitnte etsential public infor-
mation erttvities designed to apprise Amerls
cun Interasts of the magnitude, nature, and
effect of Trpanaze eapital Investment In the
e ’

Tle central foree In the development of the
Jupenese investinent pattern in the U.8, will
he the major trading companies, They will
ke active (n 811 four investment categorics,
and will terally dominate COa ries 2 (re-
source acquisition) and 4 (diversified Invest-
menta). Their performance will {n
measure determine ths magnitude, charac-
ter, ancd viability of the oversll Japanese pat-
tern. Vet it 18 our observation that few of
these firms have yet developed systomatie
plans, or strategien, for the allocation of thelr
8. invertment resources. In some of thess
cagon, extromely 1arge énrporate resotrees will
be involved, Bnd exposure to political risk
could be conglderable The trading compary
itaelf will frequently have its own pattern of
US. investments (within the larger Japanese
pattern) with itz own set of risk and value
characteristics. The criteria for meaguring
velue will. of ¢ourse, vary from company o
company, but the political risk and the necd
for sophisticated planning and mansgement
will be universal. The seed will grow as the
pattern of Japanese investment in the U S,
grows in scale, complexity, and public im-
pact. Thus, a final key jssue is the skill with
which these companies deal with the stratepy
auestion.

TRIBUTE TO ERNEST GRUENING
M. McGOVERN. Mr. President, our
late colicague, former Senator Ernest
Gruening of Alaska, was revered by mil-
lions  of his deterroination to achieve
peace among nations and among people.
But there was a facet of Ernest Gruen-
irg that was not so widely known amorg

August 13,4974

Anericans, and that was his lifelong de-
votion to the resources of this great land
ard to their wise use for the public good.

- Indeed, among his “Many Battles”
wre spirited fights for the public inter-
3: against the special interests in ths

atter of natural resource development.

. In a moving tribute to the late Senator
G uening, Alex Radin, general manager
of the American Public Power Assccia-
tion, has written of his farsighted views
of our society’s energy problems. I ask
w:animous consent that Mr. Radin's
celumn, “Outlook and Insights,” from
tke July issue of Public Power magazine,
b printed in the Recoro.

There being no objection, the ariicle
wiis ordered to be printed in the Recoep,
as follows:

Ot TLOOK AND INSIGHTS!
Brine
(By Alex Radin)

“the Nation lost a noble, tough-minded,
in elligent, and dedicated public servant on
Jaae 268, when former Sen. Ernest Gruening
of Alaska died of cancer in a Washington
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"hospital at the age of B7.

“Jen. Oruening was noted for his outspoken

stind in behalf of a number of causes (hiz
sd‘oblography is entitled, “Many Battles™),
but his advocacy of public power was the
ist1e which brought me together with him.
8Sé1. Gruening’s interest In the power issus

‘daed back at least as far as 1831, when his

baok, “The Public Pays,” was first published.
Tte book described propaganda activities of
the: private power companies, as revealed in
an investigation by the Federal Trade Com-
mi wion,

F3etween the publication of *“The Public
Pass” and the time when I came to know
hiza In the late Pifties, Sen. Gruening had
meny careers, including that of a newspaper
ani magazine editor, director of a new Divi-
siea of Territories and Island Possessions in
the: Department of the Interlor, Governor of
Al ska, and finally, United States Ssnator.

1 becams acquainted with Sen. Gruening
in 1959, when I served as a consultant to
hija, Sen. Frank E. Moss of Utah, and Sen.
Ed nund 8. Muskie of Maine during a month-
lorg inspection of hydroelectric power facili-
tie: in the Soviet Union. The trip, which was
un:iertaken on behalf of the Senate Public
Werks and Interlor and Insular Affairs Com-
m].tees, also included a visit to France for
digcussions with officials of Electrielte de
Fance about the La Rance tidal project
{wich was of special Interest to Sen. Muskie)
amnel a tour of potential hydro sttes in Alaska,
no ably the Rampart Canyon project.

ten. Gruening's interest in this trip
ste nmed from his fervent advocacy of the
buiiding of Rampart Canyon Dam on the
Yuson River. Always attracted to ideas gnd
cot.cepts of herole proportions, hs found the
Ra upart Canyon scheme one that measured
up to his dreams of developing the economy
of Alaska. Rampart Canyon would be one of
the most gigantic hydroelectric power proj-
ect1 ever built. It would have an ultimats
ingalled capacity of 6.7-mlllon kw and
waolld create a lake 10% larger than Lake
Erj» Ben. Gruening saw the project as a way
of  sroviding gainful employment during the
cot struction of the dam, and developing local
In8ustry, such as cement manufacturing,
Upon its completion, Rampart Canyon would
futaish power for the homes and industries
of Alasks. Power from the project also could
be. iransmitied by extra high voltage lines to
tht Pacific Northwest. ‘

Ehortly before the trip began, Sen.
Gruening injured his ankle, and he hal to
use 8 cane throughout the trip. Despite this
has.dicap, and the fact that he was then 73
yes’s old, Sen. Gruening was probably the
mo st active member of our party, which also
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